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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor of 
the Students' Department.]
Examination in Accounting Theory and Practice—Part I
May 12, 1932, 1:30 P. M. to 6:30 P. M.
The candidate must answer the first three questions and any two of the remaining 
four questions.
Answer no more than five questions.
No. 1 (25 points):
From the following trial balance and accompanying data you are required 
to prepare a balance-sheet, as at December 31, 1930, and a profit-and-loss 










Accrued payroll and property taxes..........................
Capital stock...............................................................





“ —furniture and fixtures.........................
Lease rentals................................................................



















Company A, Inc., rented display equipment on contract, and had obtained 
contracts for $720,000, covering a period of three years from January 1, 1930. 
The contracts provided that the company would bill for the earned portion of 
the contract price at the rate of $20,000 at the end of each month, beginning 
January 31, 1930.
The display equipment available for rental was constructed entirely by 
Company A, and during the month of January, 1930, such equipment was 
produced at a cost of $600,000, with an estimated average life of five years.
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The locations on which the display equipment was erected had been leased to 
Company A for a period of five years from January 1, 1930, and the leases 
specified that rents for the full period were payable in advance on January 1, 
1930.
All display equipment owned by Company A was in use under the contracts 
noted. Maintenance of this equipment in efficient operating condition cost the 
company $55,000 annually.
Solution:
This problem appears to be subject to at least two acceptable solutions either 
of which might be considered correct, depending upon the interpretation of the 
problem by the candidate.
If the display equipment was especially constructed and erected for the 
particular three year contracts, and, if such equipment, because of its special 
construction and location has no value beyond the life of the present three 
year contracts, the cost of this equipment should be spread over a three year 
period.
If, however, the display equipment is of such nature that the probability of 
its being leased for the fourth and fifth years of its life is a reasonable assump­
tion, the cost of the equipment may be spread over the estimated average life 
of five years.
While either interpretation seems acceptable, the following solution is based 





Purchases—lumber, steel, etc....................................... $430,000
Wages............................................................................ 225,000
To distribute the cost of purchases of lumber, steel, 




Reserve for depreciation of display equipment...........  120,000
To write off depreciation on display equipment on
the basis of a five year useful life (see comment).
(3)
Prepaid lease rentals......................................................... 20,000
Lease rentals................................................................. 20,000




To set up the contracts receivable as a separate 
account.
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Deferred credit—reserve for contracts receivable and 
deferred income thereon..................... $480,000
To relieve the sales account of the deferred credit
on contracts—the earned portion to be billed monthly 




To transfer rental income for the year 1930 from the 
sales account.
Company A, Inc.
Statement of profit and loss 
for the year ended December 31, 1930





Furniture and fixtures............................ 2,000 $142,000
Rental......................................................... 5,000
Maintenance expense................................. 55,000
Selling and administrative expense..........  12,000 214,000
Net profit for the period............................... $ 26,000




Contracts receivable (see contra reserve) .. .
Furniture and fixtures...................................
Less reserve for depreciation........ .............
Auto trucks....................................................
Less reserve for depreciation.....................
Display equipment........................................
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Liabilities and net worth
Accounts payable—trade................................................. $ 45,000
Accrued payroll and property taxes................................ 10,000
Deferred credit—reserve for contracts receivable and 
deferred income thereon............................................ 480,000
Net worth:
Capital stock—authorized and issued, 55,000 shares.. $777,000
Surplus........................................................................... 26,000 803,000
$1,338,000
Another method showing the item of “accounts receivable—customers 
$520,000” appearing in the trial balance follows:
Accounts and contracts receivable.......... $520,000
Less contracts not billed...................... 480,000
Accounts receivable..................................... $40,000
If this method were followed, no reserve or deferred credit would be neces­
sary.
Or, a footnote may be appended to the balance-sheet, stating that contracts 
receivable of $480,000, billable monthly at the rate of $20,000 a month, were 
held by the company.
No. 2 (22 points):
On July 15, 1930, a fire occurred at the plant of the X Corporation. Two- 
thirds of the inventory on hand at that date and one-half of the capital assets 
were destroyed.
The corporation had procured a one-year fire-insurance policy on January 1, 
1930, with coverage of $40,000 on both inventory and capital assets, at a 
premium of $600. After the fire the insurance company allowed the corpora­
tion the full amount of its claim, based on book values.
There was no salvage value in the property destroyed.
You are requested to prepare a balance-sheet as at July 15, 1930, and a state­
ment of surplus for the period from January 1 to July 15, 1930, taking up as an 
account receivable the amount due from the insurance company.
While engaged in this work, you ascertain the following particulars: the 
inventory at January 1, 1930, was valued at $32,000; purchases from January 
1 to July 15, 1930, amounted to $36,000; and recorded sales, for the same 
period, to $57,000. You find, however, that a sale of merchandise, which was 
not recorded, was made just prior to the fire. This sale resulted in a gross profit 
of $1,500 and was made at an advance of three-eighths over cost.
A reconciliation with the bank statement, as of July 15, 1930, showed out­
standing cheques, all dated July 10, 1930, as follows:
Payable to J. A. Jagger......................................... $ 25.00
“ “ Marshall Company............................. 62.50
“ “ United Savings and Loan Company—
for deposit....................................... 50.00
“ “ Lampey & Co...................................... 402.00
$539.50
Other items under date of July 15, 1930, were: cashbook balance, $1,462; 
fixed assets and reserve for depreciation, $11,000 and $3,000 respectively; ac­
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counts receivable, $1,200; notes payable, $2,000; accounts payable, $2,600; and 
capital stock, $25,000.
A pass-book of the United Savings and Loan Company revealed a balance of 
$1,846 on July 1, 1930.
The surplus, January 1, 1930, was $13,000, and no entries had been made in 
the surplus account subsequent to that date.
From costing a representative number of recorded sales invoices, you de­









United Savings and Loan Company
Accounts receivable—customers’ . .. 














Liabilities and net worth
Current liabilities:
Notes payable.......................................................... $ 2,000.00






The outstanding cheque of $50 dated July 10, 1930, which was payable to the 
order of the United Savings and Loan Company, has been added to the balance 
in that account as on July 1, 1930, as shown by the passbook.
The accounts receivable have been increased by the amount of the unrecorded 
sale which resulted in a gross profit of $1,500. The details of this computation, 
and that determining the amount due from the insurance company, and the 
fixed assets, are as follows:
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The unexpired insurance of $137.50 is based upon the following:
Premium paid, January 1, 1930, for insurance coverage for the 
entire year..................................................................................... $600.00
Monthly charge to operations—thereof.................................... 50.00
Chargeable for the period—January 1, 1930, to date of fire, July 15, 
1930, is therefore, 6½ times $50 or............................................ 325.00
As shown below, the loss is exactly one-half of the original coverage, 
and therefore, the value of the unexpired insurance at July 15, 
1930, is one-half of ($6OO-$325) $275 or....................................... 137.50
Computation of the Amount Due from Insurance Company
For merchandise:
Inventory, January 1, 1930.................................................. $32,000.00
Purchases—January 1, 1930 to July 15, 1930................ 36,000.00
Total................................................................................... $68,000.00

















Estimated value of inventory at time of fire.................. $24,000.00
Deduct portion not destroyed—⅓...................................... 8,000.00
Portion of merchandise inventory destroyed by fire. . . $16,000.00
For fixed assets:
Fixed assets per books...........................................................
Less reserve for depreciation................................................
Book value.................................................................................
Deduct portion not destroyed—½½......................................
Portion of fixed assets destroyed by fire........................







The unrecorded sale of $5,500 was added to the accounts receivable as 
recorded on the books, which accounts for the balance of $6,700 appearing in 
the balance-sheet as the amount due from customers.
The portion of the inventory and the fixed assets not destroyed by the fire, 
$8,000 and $4,000, respectively, are taken up also into the balance-sheet.
While not required by the examiners, working papers accompany this solu­
tion for explanatory purposes, particularly to show the determination of the 
















































































































































































































































































































































































































































































































. 20,000.00 20,000.00 $86,767.00 $86,767.00 $21,500.00 $21,500.00 $43,962.50 $43,962.50 (1) Unrecorded sale (2) Portion of unexpired insurance premiums applicable to assets destroyed
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X Corporation
Statement of surplus for the period January 1, 1930, to July 15, 1930
Balance, January 1, 1930..........................
Deduct:















Balance, July 15, 1930............................... $12,595.50
ILLINOIS C. P. A. EXAMINATION
The following problem was set by the University of Illinois board of examiners 
in the November, 1931, examinations:
Problem:
Murray Rand, one of three trustees appointed under the will of the late 
Arthur Seller, asks you to prepare a consolidated balance-sheet of the various 
interests controlled by the trustees. These interests consist of undistributed 
income, and 90 per cent. of the stock of the Cortex Corporation. The Cortex 
Corporation owns 96 per cent. of the stock of Downey Investments, Ltd., an 
English corporation. These corporations were established by Mr. Seller for 
the purpose of holding investments made by him. Mr. Rand, his son-in-law, 
who has always managed these companies, owns the minority stock of both.
Under the terms of the will, the three trustees are to act as directors of the 
two corporations, pay the widow a minimum of $30,000 annually for her main­
tenance, and reinvest any surplus. They may also combine the two corpora­
tions or dissolve them at their pleasure. You are informed that the trustees 
are considering the desirability of an immediate consolidation of the various 
interests under one head.
You find that the three trustees account for their transactions as follows:
Particulars
On hand at date of death (April 10, 
1925)......................................









Investments Cortex Cash 








$50,062.50 $1,315,155.73 $ 2,488.47
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The last coupons clipped from the 6 per cent, bonds on hand on September 30, 
1931, bore the date of September 15, 1931. The par value of the bonds is 
$50,000 and their cost and present market value $50,062.50. The investment 
in the Cortex Corporation is shown at the value reported for federal estate 
tax purposes which the trustees believe to be fair. This value represents the 
original cost of $900,000 plus appreciation of securities and the gain from 
conversion of the foreign holdings at the then current rate of exchange.
The Cortex Corporation was established on July 1, 1921. You find that its 
financial position on various dates has been as follows:
Assets
July 1, 1921 April 10, 1925 Sept. 30, 1931 
Cash in banks................................ $1,000,000.00 $ 124,528.20 $ 195,353.39
Investments, at cost................... 1,905,724.91 1,628,958.52
Accrued interest.......................... 15,733.60 37,692.08
Stock in Downey Investments,
Ltd............................................ 336,303.36 336,303.36
Total assets............................ $1,000,000.00 $2,382,290.07 $2,198,307.35
Liabilities and net worth
Notes payable............................. $1,036,000.00 $ 436,000.00
Capital stock..................................$1,000,000.00 1,000,000.00 1,000,000.00
Earned surplus............................ 346,290.07 762,307.35
Total liabilities and net 
worth...............................$1,000,000.00 $2,382,290.07 $2,198,307.35
For federal estate tax purposes, the investments at April 10, 1925, were 
valued at $1,986,324.87, their market value at that date. Of this amount 
securities which cost $775,692 and had a market value of $789,620 at 
April 10, 1925, were on hand at September 30, 1931. The market value of all 
the securities at the latter date was $1,702,340.90.
Balance-sheets of Downey Investments, Ltd., which was incorporated at 




Jan. 1, 1925 
............. £74,000
April 10, 1925 
£ 25,000 
105,000
Sept. 30, 1931 
£ 64,000 
100,000













............. £74,000 £130,000 £164,000
The market value of the investments on April 10, 1925, as determined for 
federal estate tax purposes, was £105,800, or $505,618.20. Of this total, 
securities purchased on January 2, 1925, which had cost £25,000, and had a 
market value of £25,500 on April 10, 1925, were still on hand at September 
30, 1931; the balance of £75,000 had been purchased on February 3, 1931. 
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On September 30, 1931, the market value of all the securities on hand was 
£130,000; there was no interest accrued on them. No dividends have ever 
been paid by Downey Investments, Ltd.
Rates of exchange on various dates were as follows:
January 1-2, 1925...................................... 4.734
April 10, 1925............................................. 4.779
February 3, 1931........................................ 4.75
September 30, 1931.................................... 3.915
Mr. Rand requests you to accept, in lieu of cost for balance-sheet valuation 
purposes, the market value of the securities at the date of death in order that 
the accountability of the trustees for subsequent events may be properly dis­
played. You may, of course, qualify your balance-sheet in any way. You 
are also requested to give such summary figures under the heading of net 
worth as will indicate the disposition, if any, of earnings. Mr. Rand’s invest­
ment is to appear as a minority interest with such details thereof as you believe 
will be of interest to him.
Your solution is to consist of a consolidated work sheet suitable for presenta­
tion to the trustees, together with a balance-sheet prepared therefrom. No 
reserve (on account of the present depreciated pound) need be provided on the 
cost of the securities owned by Downey Investments, Ltd., owing to the off­
setting increase in market values. Market prices of securities should be shown 
parenthetically only.
Solution:
Explanations of the adjustments and the eliminations shown in the consoli­
dated working papers.
(1)
Accrued interest on investments............................ $ 125.00
Earned surplus—Estate of Arthur Sellers.........  $ 125.00
To provide for interest at the rate of 6% per
annum from September 15, 1931, to September
30, 1931, on the $50,000 par value of bonds held
by the Estate of Arthur Sellers.
(2)
Investments on hand at date of death.................. 17,442.50
Unearned appreciation:
Cortex Corporation......................................... 13,928.00
Downey Investments, Ltd............................... 3,514.50
To write up the value of the securities to the





Market value at date of
death of securities on
hand at September 30,
1931.......................... $789,620.00 $121,864.50
Cost, per books............  775,692.00 118,350.00
Unearned appreciation.. $ 13,928.00$ 3,514.50
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Note.—The conversion of the security values 
from English pounds to dollars was made as 
follows:
Value Value
expressed Rate of expressed 
in pounds conversion in dollars
Market value at
April 10, 1925 £25,500 4.779 $121,864.50
Cost at January







Investments in Cortex Corporation.................






The value of the stock of the Cortex Corporation of which 90 per cent. was 
held by Mr. Sellers at the date of his death, April 10, 1925, is given in the 
problem as $1,315,155.73. This amount gives effect to the adjustment in the 
market price of the investments held, including the 96 per cent. interest in the 
stock of Downey Investments, Ltd. The balance-sheet of Downey Invest­




to which should be added the increase in the value of 
investments held amounting to.................................... 800
making the adjusted net worth.................................... £80,800
Converting this adjusted net worth into dollars at the rate of exchange 
prevailing at April 10, 1925, we find that the net worth expressed in dollars of 
Downey Investments, Ltd., was $386,143.20, and that the 96 per cent. interest 
therein held by the Cortex Corporation was 96 per cent. of $386,143.20, or 
$370,697.48.
The problem states that the investments held by the 
Cortex Corporation were valued for federal estate tax purposes
at................................................................................................. $1,986,324.87
and the balance-sheet shows that the cost of these investments 
was.............................................................................................. 1,905,724.91
which makes the market value at the date of death................... $ 80,599.96 
in excess of cost.
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The adjusted net worth of the Cortex Corporation and the proportionate 




Capital stock................................. $1,000,000.00 $ 900,000.00
Surplus.......................................... $346,290.07 
Increase in market value of in- 
vestments................................... 80,599.96  426,890.03 384,201.03







Downey Investments, Ltd.—capital stock........ 336,303.36
Stock of Downey Investments, Ltd.................. 336,303.36





Downey Investments, Ltd............................... 3,036.53
Earned surplus:
Cortex Corporation.................................. 12,535.20
Downey Investments, Ltd....................... 3,036.53
To transfer the unearned appreciation ap­
plicable to the estate as follows:
Estate’s portion
Amount Percentage Amount
Cortex Corporation.......................... $13,928.00 90% $12,535.20
Downey Investments, Ltd................ 3,514.50 90% of 96% 3,036.53




Downey Investments, Ltd............................... 295,947.05
Estate of Arthur Sellers................................... 52,675.97
Total............................................................. $663,033.81
If to this amount is added the distributions to Mrs. 
Sellers of.......................................................................... 336,966.19
we find that the profit for the period from April 10, 
1925, to September 30, 1931, was.................................. $1,000,000.00
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Estate of Arthur Sellers
Consolidated balance-sheet—September 30, 1931
Assets
Cash..................................................................... $ 448,401.86
Investments (market value, $2,261,353.40):
Acquired prior to date of death, at market 
value on April 10, 1925............................$ 911,484.50
Acquired since date of death, at cost............. 1,259,579.02 2,171,063.52
Interest accrued on investments........................ 37,817.08
Total assets.............................................. $2,657,282.46
Liabilities and net worth
Notes payable......................................................
Minority interests of Murray Rand in Cortex 












Net profit for period from
April 10, 1925, to Septem­
ber 30, 1931........................$1,000,000.00
’Less—cash paid to Mrs.
Sellers............................... 336,966.19 663,033.81 1,978,189.54
Total liabilities and net 
worth......................... $2,657,282.46
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